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OATH OR AFFIRMATION

| Charies W. Yancey , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Penson Financial Services, Inc. , as

of December 31 , 2007 , are true and correct. 1 further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprictary interest in any account

classificd solely as that of a customer, except as follows:

Z
Signatu
President
Ararow A /\&/
Notary Public SHARONR RAY

NOTARY PUBLIC
f Siate of Texas
Gomm. Exp. 03-19-2009

B R e o

This report ** contains (check all applicable boxes):

[} (a) Facing Page.

R (b) Statement of Financial Condition.

A (c) Statement of Income (Loss).

3 (d) Statement of Changes in Financial Condition.

I3 (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

[0 (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

[d (g) Computation of Net Capital.

E] (h} Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

G {i) Information Relating to the Possession or Control Requirements Under Rule 15c3-3.

O () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(4 (1) An Oath or Affirmation,

O {(m) A copy of the SIPC Supplemental Report.

I (n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e}(3).
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BDO Seidman, LLP 700 N. Pearl, Suite 2000
B D O Accountants and Consultants Dallas, Texas 75201-2867
2 Telephone: (214) 969-7007
Fax: (214) 953-0722

Report of Independent Registered Public Accounting Firm

Stockholder and Board of Directors
Penson Financial Services, Inc.
Dallas, Texas

We have audited the accompanying statement of financial condition of Penson Financial Services, Inc. (the
Company) as of December 31, 2007, and the related statements of income, stockholder's equity, and cash
flows for the year then ended that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of
1934, These financial statements are the responsibility of the Company's management. Qur responsibility is
to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of internal
control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal comtrol over financial reporting. Accordingly, we express no such opinion. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Penson Financial Services, Inc. as of December 31, 2007, and the results of its operations and its
cash flows for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained in Schedules I, II, and 11 is presented for purposes of additionai analysis
and is not a required part of the basic financial statements, but is supplementary information required by Rule
17a-5 under the Securities Exchange Act of 1934. These schedules are the responsibility of the Company’s
management. Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

BMO 3 s, LLP

Dallas, Texas
February 25, 2008




Penson Financial Services, Inc.
Statement of Financial Condition
December 31, 2007

Assets .
Cash and cash equivalents ...

Cash and securities — segreoated under federa] and other regulatlons ISUUUI
Receivable from customers and non-customers, net of allowance of $5, 804 55.:

Receivable from correspondents.... .
Receivable from broker-dealers and clearmg orgamz.atmns
Receivable from parent ...

Securities borrowed
Securities owned, at MArket ValUe ... e e

Deposits with clearing organizations...
Property and equnpment less accumulated deprec:anon of $22 562,994
Other assets .. revreeras e ee

Liabilities:

Payable to customers and NON-CUSIOMETS.......ccerriiiicimice i mnscninessaresessrasessresmesrsrsnssnsesnsenses

Payable to correspondents....
Short-term bank loans...

Payable to broker-dealers and cleanno orﬂamzatlons ......................................................

Securities loaned ..

Securities sold, not yet purchased .....................................................................................
Accounts payable, accrued expenses and other liabilities. ...

TOTAL LIABILITIES -.ootererernmenesemtmososnsnsos oot sososses sttt

Commitments and Contingencies

Stockholder’s Equity:
Preferred stock...

Common stock, $l par vaiue, 1,000 shares aulhonzed 1ssued and outstandmv......................

Additional paid-in capital....

Retained eammgs
TOTAL STOCKHOLDER'S EQUITY -ttt et e e et e et e e

TOTAL LIABILITIES AND STOCKHOLDER’S EQUITY ..o

3

§ 79,355,193
1,231,025,182
928,148,655
460,360,613
628,729,833
22,682,401
2,033,537,457
53,601,027
220,742,243
7,738,522
23,943,824

3 5,689,864,950

$ 2,218,980,805
579,709,623
237,175,000
645,475,506
1,758,755,976
39,854,425
37,890,980

5,517,842,315

300,000
1,000
121,101,623
50,620,012

172,022,635

$ 5,689,864,950

See accompanying notes to financial statements,



Penson Financial Services, Inc.
Statement of Income
Year Ended December 31, 2007

Revenues: .
Net revenues from ClEaring OPErALIONS ..........ccvoeeevreveererresesesesressesserecsecscrcsomsonserseressrorsecnens 9 00,958,965
IDEETEST v v eeneeeeernere e s emeesirsbes 181,366,253

OTNET TEVETIUE .ecveeveevieinereevsneresenerses s st aeeesessensmesresessesbabsessasasenbesen e s ererm e et sasanteasabensen s e renmsenee 26,205,841

TOMAY FEVEITUES ..o eeeeeeeeeee et oo e et iatasbasssabsreessererseesse s ensaesans s eaessesseere st s s e b ba b b e s sb b he e e s 268,531,059

Expenses:
Employee compensation and benefits ... 45,440,649
Floor brokerage, exchange, and clearance fees. ... e 22,215,753
TTTEEIEST oo eeeeeeeee e eeeese e s et esesobe s saben et e s e st et ames e et er e e er s o2 s oot nE e s esEes et e rera s s ot sbhas s bt nesr e ms 110,994 260
Communications and data PIOCESSING ...ccuieariiriierirereineme e se e eine e eee s e emsas s bt eossenss 18,488,988
Equipment and OCCUPANCY ...cuvu oot iesacieeseesem ettt btsass s st s st 11,345,173
OENEE BXPENSES ..vcovvvvrveessissssasenssessaeressssssos s s saessseesareesessae e sst s et ssn st bbb 7,668,942

TOUA BXPEIISES ... v oot e e st bt et bbb ns e SRR bR SR b s et SR b 216,153,765

IO DO TR LAKES cooee e ceeeeeeeeceeeeteesresoesraeame et cmtem e e eaeaesseeneeeeenseesbesbseomsstassnenresrssnnesesseesnnnsanans 52,377,264

HICOMIE TAX EXPENSC ..o oo srsesesesees ettt ettt 20,579,171

TEL AMCOMIE oo eee e eeeeee et e eesee et ste et ses b s saan et e s e s et esssassmassre et ossenssassenessbetasesssesns et smnsntebesabssnsariensnnre D 31,798,123

See accompanying notes to financial statements.
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Penson Financial Services, Inc.
Statement of Stockholder’s Equity
Year Ended December 31, 2007

Additional
Preferred Common Paid-in  Retained
Stock Stock Capital Earnings Total
Balance at December 31, 2006............. $ 100,000 $ 1,000 $121,101,623 $ 48,821,889 $ 170,024,5 ]2
NEt INCOME ......ooeeercreerevees e e essnrnis —_ — —_ 31,798,123 - 31,798,123
Issuance of preferred stock.................. 200,000 -— — — 200,000
Dividends to parent.........c.cocreeevcuennee. —— — — (30,000,000) {(30,000,000)
Balance at December 31, 2007............. $ 300,000 $ 1,000 $121,101,623 $ 50,620,012 $ 172,022,635

See accompanying notes to financial statements.
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Penson Financial Services, Inc.
Statement of Cash Flows
Year Ended December 31, 2007

Increase (decrease) in cash and cash equivalents

Cash flows from operating activities:

L IICOIMIE .ottt LR H LSS bbb § 31,798,123
Adjustments to reconcile net income to net cash provided by (used in) operating activities:
Depreciation and amMOrtiZAON ......ccco e e s 4,073,083
Changes in operating assets and liabilities:
Cash and securities — segregated under Federal and other regulations. ... (801,056,274)
~ Net receivable/payable with customers and NON-CUSTOMETS ......covvivrireeressess e 599,986,014
Net receivable/payable with correspondents ... e 80,403,951
RECEIVADIE IO PAFEIL .....viviiireeieii et e mr b b s br bbb a bbbt ea s s bbb (5,363,185)
R CUIIHIES BOTTOWEL ..ot ceeeeeteeeeeeereseesesrese e eeesee e s emeeee e emesmesiat st e taan e b et s e seene et eat et seere e en e e b ane s (333,909,544)
Securities owned, at MArket VAIUE ... e ieeriarraa e aaenan e reens (32,009,759)
Deposits with clearing Organizations .........co.viviecirrisisirss st s (25,548,961)
O ET SSEES vnveieeeeeseeeereseseessseesaeeeeeeemeesemeeameeiebsssbasssessnseensaees s sneesabeenssaen saeese s e e e b a e bae s a s s R b r Rt n e e r e R e s rae s (9,693,423)
Net receivable/payable with broker dealers and clearing orgamizations. ........oocoveevrm i §9.524,113
GECUTEIES JOANB o.ooveevve oot ereeeeer et eeceeeeteseeeees e e e eeeemeeeee et sab et s e esasb et s eseebasesn srassebesecmne s emeutnbem s e eaaaabsb s s nan e et e 179,579,469
Securities 50ld, N0t Yet PUIChAsed .......o.oiririii i 24,249,118
Accounts payable, accrued and other Habilities ........c..coooo it 3.805.876
Net cash used in operating aCtVILIES ... e s (1594.161.399)
Cash flows from investing activities: .

Purchase of property and eqUIPMEnt .. ... ... e s (5,919,324}
Net cash used in MVESHNG ACHIVILIES .....vvvvvereeccceccee e s (5.919.324)
Cash flows from financing activities:

Issuance of Preferred SLOCK. ..ot e e 200,000

Net borrowing under short-term bank 10ans ......c.ooecciviiiirii i 237,175,000

DIVIAENAS 10 PATENT.....cvrvt ettt s et as s s s 828R ek {30.000,000)
Net cash provided by financing activilIEs. ... s s 207.375.000)
Increase in cash and cash equIVAIENTS. ... s 7,294.271
Cash and cash equivalents at beginning of Period.............cooiiiiiii 72.060.916
Cash and cash equivalents at end of period..........ccooi $ 79.355.193

Supplemental cash flow disclosures; :
Cash Paid fOr INTEFESE .ovcuii ettt et b bR s § 17366489

e — — 2

See accompanying notes to financial statements.
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Penson Financial Services, Inc.
Notes to Financial Statements (continued)

NOTE 1 - ORGANIZATION AND NATURE OF BUSINESS

Penson Financial Services, Inc. (the “Company™), a North Carolina corporation, is a broker- dealer registered- with
the Securities and Excharige Commission (*SEC™) and a member of the Financial Industry Regulatory Authority
(*FINRA™). All of the common stock of the Company is owned by SAI Holdings, Inc. {the “Parent”) which in turn
is a wholly owned subsidiary of Penson Worldwide, Inc. (“PWI”). Certain broker-dealers own non-voting and non-
participating preferred stock of the Company.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Securities Transactions — Proprietary securities transactions are recorded on a trade-date basis as if they had settled.
Profit and loss arising from securities transactions entered into for the account and risk of the Company are recorded
on a trade-date basis and are included in other revenue in the statement of operations. Customer securities
transactions are reported on a settlement-date basis with related commission income and expenses recorded on a
trade-date basis and included in net revenues from clearing operations in the statement of operations.

Amounts receivable and payable for securities transactions that have not reached their contractual settlement date
are recorded net on the statement of financial condition. All such pending transactions settled after December 31,
2007 without material adverse effect on the Company's results of operations and financial condition.

Marketable securities are valued at market value, and securities not readily marketable are valued at fair value as
determined by management.

Securities Lending_Activities — Securities borrowed and securities loaned transactions are generally reported as
collateralized financings except where letters of credit or other securities are used as collateral. Securities borrowed
transactions require the Company to deposit cash, letters of credit, or other collateral with the lender. With respect to
securities loaned, the Company receives in the form of cash an amount generally in excess of the market value of
securities loaned. The Company monitors the market value of securities borrowed and loaned on a daily basis, with
additional collateral obtained or refunded as necessary.

Collateral - The Company reports assets it has pledged as collateral in secured borrowings and other arrangements
when the secured party cannot sell or re-pledge the assets or the Company can substitute collateral or otherwise
redeem it on short notice. The Company generally does not report assets received as collateral in secured lending
and other arrangements because the debtor typically has the right to redeem the collateral on short notice.

Revenue Recognition — Revenues from clearing transactions are recorded in the Company’s books and records on a
trade date basis. :

Translation of Foreign Currencies — Assets and liabilities denominated in foreign currencies are translated at year-
end rates of exchange, while the income statement accounts are translated at average rates of exchange for the year.
Gains or losses resulting from foreign currency transactions are included in net income.

Income Tax - The Company is included in the consolidated federal income tax return filed by PWI. Federal income -
" taxes are calculated as if the Company were to file on a separate return basis, and the amount of current tax or
benefit calculated is either remitted to or received from PWI. The amount of current and deferred taxes payable or
refundable is recognized as of the date of the financial statements, utilizing currently enacted tax laws and rates.



Penson Financial Services, Inc,
Notes to Financial Statements (continued)

Deferred tax expenses or benefits are recognized in the financial statements for the changes in deferred tax liabilities
or assets between years.

Property and Equipment — Property and equipment are stated at cost and consist primarily of purchased software of
$19,411,693 and furniture and equipment of $10,889,823. Depreciation and amortization is generally provided on a
straight-line basis using estimated useful lives of three to five years. Depreciation expense for 2007 totaled
$3,750,733. Property and equipment balances are reviewed annually for impairment.

Operating f.eases — Rent expense is provided on operating leases evenly over the applicable lease periods taking into
account rent holidays. Amortization of leasehold improvements is provided evenly over expected lease terms.

Cash Equivalents — The Company considers cash equivalents to be highly liquid investments with original maturitie$
at time of purchase of less than 90 days that are not held for sa]e in the ordinary course of business.

Securities owned and securities sold, not yet purchased — The Company has reported its investments in securities
owned and securities sold, not vet purchased at their fair or market values in the statement of financial condition.
Unrealized gains or losses are included in earnings. :

Allowance for Doubtful Accounts — The Company generally does not lend money to customers or correspondents
except on a fully collateralized basis. When the value of that collateral declines, the Company has the right to
demand additional collateral. In cases where the collateral loses its liquidity, the Company might also demand
personal guarantees or guaraniees from other parties. In valuing receivables that become less than fully
collateralized, the Company compares the market value of the collateral and any additional guarantees to the balance
of the loan outstanding. To the extent that the collateral, the guarantees and any other rights the Company has
against the customer or the related introducing broker are not sufficient to cover any potential losses, then the
. Company records an appropriate allowance for doubtful accounts. The Company monitors every account that is less
than fully collateralized with liquid securities every day. The Company reviews all such accounts on a monthly basis
to determine if a change in the allowance for doubtful accounts is necessary. This specific, account-by-account
review is supplemented by the risk management procedures that identify positions in illiquid securities and other
market developments that could affect accounts that otherwise appear to be fully collateralized. Risk management
officers monitor market developments on a daily basis. The Company maintains an allowance for doubtful accounts
that represents amounts, in the judgment of management, necessary to adequately absorb losses from known and
inherent losses in outstanding receivables. Provisions made to this allowance are charged to operations based on
anticipated recoverability. The allowance for receivables from customers was $5,804,553 at December 31, 2007.

Fair Value of Financial Instruments — The financial instruments of the Company are reported on the statement of
financial condition at market or fair values, or at carryving amounts that approximate fair values because of the short
maturity of the instruments.

Use of Estimates — The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect the amounts’
reported in the financial statements and accompanying notes. Actual results could differ from those estimates.

Recent Accounting Pronouncements

In December 2007, the Financial Accounting Standards Board (“FASB™) issued Statement of Financial Accounting
Standards (*SFAS™) No. 141(R), Business Combinations, (“SFAS No. 141(R)”). SFAS No. 141(R) requires the
acquirer in a business combination to recognize the full fair value of assets acquired, the liabilities assumed, and any




Penson Financial Services, Inc.
Notes to Financial Statements (continued)

noncontrolling interest in the acquired entity at the acquisition date, requires the expensing of acquisition-related
costs, as well as the measurement of any contractual considerations and contingent consideration at fair value at the
acquisition date. SFAS No. 141(R) applies to all transactions or other events in which the Company obtains control
of on one or more businesses, including those sometimes referred to as “true mergers” or “mergers of equals” and
combinations achieved without the transfer of consideration. This Statement is effective prospectively for business
combinations for which the acquisition date is on or after January 1, 2009. The Company is currently evaluating the
impact of adopting SFAS No. 141(R) on the Company’s financial statements.

On February 15, 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities — Including an Amendment of FASB Statement No. 115 (“SFAS No. 159™). This standard permits
companies to choose to measure many financial assets and liabilities and certain other items at fair value. A
company will report unrealized gains and losses on items for which the fair value option has been elected in earnings
at each subsequent reporting date. The fair value option may be applied on an instrument-by-instrument basis, with
several exceptions, such as those investments accounted for by the equity method, and once elected, the option is
irrevocable unless a new election date occurs. The fair value option can be applied only to entire instruments and not
to portions thereof. SFAS No. 159 is effective as of the beginning of a company’s first fiscal year beginning after
November 15, 2007. Early adoption is permitted as of the beginning of the previous fiscal year provided that the
company makes that choice in the first 120 days of that fiscal year and also elects to apply the provisions of
SFAS No. 157. The Company is currently evaluating the impact of adopting SFAS Ne. 139 on the Company’s
financial position, results of income and ¢ash flows,

In September 2006, the FASB issued SFAS No. 137, Fair Value Measuremenis (“SFAS No. 1577). SFAS No. 157
defines fair value, establishes valuation techniques for measuring fair value, and expands disclosures about fair
value measurements. SFAS No. 157 emphasizes that fair value is a market-based measurement, not an entity-
specific measurement, Therefore, a fair value measurement should be determined based on the assumptions that
market participants would use in pricing the asset or liability. SFAS No. 157 is effective for financial statements
issued for fiscal years beginning after November 15, 2007. The Company is currently evaluating what impact, if
any, SFAS No. 157 will have on its financial statements.

NOTE 3- SEGREGATED ASSETS

At December 31, 2007, cash and securities segregated under federal and other regulations totaled $1,231,025,182.
Of this amount, $1,177,453,784 was segregated for the benefit of customers under Rule 15¢3-3 of the Securities and
Exchange Commission, against a requirement as of December 31, 2007 of $1,308,954,370. An additional deposit of
approximately $159,000,000 was made on January 3, 2008 as allowed by Rule 15¢3-3. The remaining balance of
$53,571,398 at year-end relates to the Company’s election to compute a reserve requirement for Proprietary
Accounts of Introducing Broker-Dealers (*“PAIB™) calculation, as defined. The PAIB calculation is completed in
order for each correspondent firm that uses the Company as its clearing broker-dealer to classify its assets held by
the Company as allowable assets in the correspondent’s net capital calculation. As of December 31, 2007, the
Company had no PAIB reserve requirement.



Penson Financial Services, Inc.
Notes to Financial Statements (continued)

NOTE 4 - RECEIVABLE FROM AND PAYABLE TO BROKER-DEALERS AND CLEARING
ORGANIZATIONS

Amounts receivable from and payable to broker-dealers and clearing organizations at December 31, 2007, consist of
the following:

Receivable Pavable
Securities failed-10-deliver/TeCeIVe. ..o e e $ 474695864 § 442,721,228
Receivable from/payable to clearing
OPZANMIZALIONS 1.vovvreececieerecrenerrrenems et 154,033,969 202,754,278

$ 628,729,833 § 645475506

NOTES -‘RECEIVABLE FROM CUSTOMERS AND NONCUSTOMERS

Accounts recejvable from and accounts payable to customers and noncustomers include amounts due on cash and
margin transactions. Securities owned by customers are held as collateral for margin loans made to customers. Such
collateral is not reflected on the statement of financial condition.

NOTE 6 - SECURITIES OWNED AND SOLD, NOT YET PURCHASED
Securities owned and securities sold, not yet purchased consist of equity investments made in publicly traded
equities, government securtties as well as investments in certificates of deposit, each with an original maturity of

greater than 90 days as follows:

Sold Not Yet

Owned Purchased
COTPOTAIE ...t e s 5 44,098,652 § 39,854,425
Certificates 0f depoSito .. .cervireeieirerercrere e 9,502,375 —_
TOLAL .ttt eeet et e e ettt s et en s eanansn e e seans $ 53,601,027 § 39,854,425

In addition, the Company had $342,222 of stock, included in other assets, that was deemed non-marketable.

NOTE 7- PAYABLE TO BANKS

As of December 31, 2007, the Company's short-term bank leans consist of three uncommitted lines of credit with
three financial institutions. Two of the lines of credit permit the Company to borrow in aggregate up to
$400,000,000 while one line does not have a specified borrowing limit. These lines of credit have no stated
expiration dates.

The Company had $237,175,000 outstanding at December 31, 2007. Customer loans of $96,000,000 were
collateralized by approximately $182,526,000 of customers’ margin account securities, correspondent loans of
$119,175,000 were collateralized by approximately $258,331,000 of correspondent securities and $22,000,000 of
firm loans were collateralized by approximately $25,935,000 of securities owned by the Company. The borrowings

10




Penson Financial Services, Inc.
Notes to Financial Statements (continued)

under these agreements bear interest at a rate that varies with the federal funds rate, which approximated 4.4% at
December 31, 2007 and are repayable on demand.

NOTE 8 - INCOME TAXES

The Company is included in the consolidated federal income tax return filed by PWI. Income taxes are calculated as
if the Company were 1o file a separate federal income tax return. The current and deferred portions of the income
tax expense included in the statement of operations, as determined in accordance with SFAS No. 109, Accounting

Jfor Income Taxes, are as follows:

Current tax expense:

S [ 1) E U U USSP $ 18,320,171
172 C=JR VU U Uy DO OO PO SO PP USSP 3,585,000
21,905,171
Deferred tax benefit:
Federal............en-. eeer et e A IR bR A RS REE b (1,111,000)
LA ..o eooteeeeeeeeeereesereearesseosssesasesaesemeeeasteatn e EsaReEeiatereeag e e e aer e et een e b e s s e R b s e b e et 2n s (215,000)
{1,326,000)
TOLA] LAX EXPBISE ..ot eererreererteeseeceme et st se st sm e e bbb bR bbb s $ 20,579,171

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the amounts used for income tax purposes.

Deferred income taxes consisted of the following:

Current deferred taxes:

Bad debt allOWANCE ......o.ooocvcvr e s e e enaeneen $ 4,155,000

PIEPAI @SSEIS 1-.vvvvoercereerereeeenierciemssisisins e bbb e (1,020,000)
O] v eveneere e sesesmee b e es s e s 3,135,000
Non-current deferred taxes: )

Property and QUIPMENT ..o 581,000
TOAL oot et eeteeeseeeeetees e e b e eabbeeteeabe s e raassge b e e s e s e eemaneatsd b eAR A e RR R r e e R g e e e s 581,000
TOUAL <o eeet e e et e teses st s et s sreseeme e seeseeseesbasas ke b eh s es b ert e e e e s e sns e ea et a Rt e s s et s e ke e e $ 3,716,000

The Company is included in the consolidated federal and state tax returns filed by PWI. Therefore, the deferred tax
asset is included in receivable from parent as of December 31, 2007. No valuation allowance at December 31, 2007
is necessary to reduce the deferred tax asset as it will more likely than not be realized by PWIL.

In July 2006, the FASB issued Interpretation No.48, Accounting for Uncertainty in Income Taxes. This
Interpretation prescribes a recognition threshold and measurement attribute for the financial statement recognition
and measurement of a tax position taken or expected to be taken in a tax return. This Interpretation also provides
guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and
transition. The Interpretation is effective for fiscal years beginning after December 15, 2006. The analysis of the
impact this Interpretation was performed on a consolidated basis as the Company is included in the consolidated
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Penson Financial Services, Inc.
Notes to Financial Statements {continued}

federal income tax return filed by PW1.

NOTE 9 - FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

In the normal course of business, the Company purchases and sells securities as both principal and agent. If another
party to the transaction fails to fulfill its contractual obligation, the Company may incur a loss if the market value of
the security is different from the contract amount of the transaction.

The Company deposits customers' margin securities with lending institutions as collateral for borrowings. 1f a
lending institution does not return a security, the Company may be obligated to purchase the security in order to
return it to the customer. In such circumstances, the Company may incur a loss equal to the amount by which the
market value of the security exceeds the value of the loan from the institution.

In the event a customer or broker fails to satisfy its obligations, the Company-may be required to purchase or sell
financial instruments at prevailing market prices to fulfill the customer's or broker's obligations. The Company seeks
to control the risks associated with its customer or broker activities by requiring customers and brokers to maintain
margin collateral in compliance with various regulatory and internal guidelines. The Company monitors required
margin levels daily and, pursuant to such guidelines, requires customers or brokers to deposit additional collateral or
" 10 reduce positions when necessary.

The Company's policy is to continually monitor its market exposure and counterparty risk. The Company does not
anticipate nonperformance by counterparties and maintains a policy of reviewing the credit standing of all parties,
including customers, with which it conducts business.

For customers introduced on a fully disclosed basis by other broker-dealers, the Company has the contractual right
of recovery from such introducing broker-dealers in the event of nonperformance by the customer. In the event the
customner or introducing broker does not perform, the Company is at risk of loss.

NOTE 10 - TRANSACTIONS WITH RELATED PARTIES

At December 31, 2007, the Company had a receivable of $22,682,401 from SAI for payments made by the
Company on behalf of SAI to support the operations of SAI and its affiliated companies. The balance is non-interest
bearing and has no fixed terms of repayment. The Company paid $3,836,467 to SAl for leased equipment during the
year.

The Company collects fees from certain of its correspondents relating to their use of software products sold by
technology companies owned by SAL These fees are credited to SAL

In 2007, Messrs. Engemoen and Gross, two of PWI's directors in 2007, were significant stockholders (directly or
indirectly) in, and Mr. Engemoen served as the Chairman of the Board for, SAMCO Holdings, Inc. (SAMCO),
which owns all of the outstanding stock or equity interests, as applicable, of each of SAMCO Financial Services,
Inc. (SAMCO Financial), SAMCO Capital Markets, Inc. (SAMCO Capital Markets), and SAMCO-BD, LLC
(SAMCO-BD). Mr. Engemoen continues to serve as a member of PWI's board of directors and to be, indirectly, a
significant stockholder in, and serves as the Chairman of the Board for, SAMCO. Mr. Gross resigned as a member
of PWI’s board of directors as of January 10, 2008 and is no longer a director or officer of SAMCO or Penson, but
remains a significant stockholder in SAMCO. Penson currently provides technology support and other similar
services to SAMCO and provides clearing services, including margin lending, to the customers of SAMCO Capital
Markets. Penson had provided clearing and margin lending services to customers of SAMCO Financial prior to

12




Penson Financial Services, Inc.
Notes to Financial Statements (continued)

SAMCO Financial’s termination of its broker-dealer status on December 31, 2006. The Company has been named
in litigation that relates to the provision of services to SAMCO and certain of its subsidiaries. In connection with the
Company’s defense of those claims, in fiscal year 2007 the Company incurred approximately $944,000 in legal
expenses. All Tegal expenses have been passed through to SAMCO,

Technology support and similar services are provided to SAMCO pursuant to the terms of a Transition Services
Agreement entered into between the Company and SAMCO on May 16, 2006. That agreement was entered into at
arm’s length and the Company believes it to be on market terms. Clearing services are provided to SAMCO Capital
Markets pursuant to the terms of a clearing agreement entered into between Penson and SAMCO Capital Markets on
May 19, 2005. That agreement was also entered into at arm’s length and is similar to clearing agreements the
Company enters into from time to time with other similarly situated correspondents. The Company believes the
terms 1o be no more favorable to SAMCO Capital Markets than what the Company would offer similarly situaied
correspondents. In 2007, the Company generated approximately $210,000 in revenue from its provision of
technology support and similar services to SAMCO and $369,155 in revenue from its clearing relationship with
SAMCO Capital Markets.

The Company sublet space to SAMCO Capital Markets at its principal offices at 1700 Pacific Avenue in Dalias,
Texas and at One Penn Plaza, 888 Seventh Avenue, in New York, NY. For each sublease, SAMCO Capital Markets
is required to pay the percentage of the rental expense the Company incurs equal to the percentage of space SAMCO
Capital Markets occupies. The Company believes each sublease to be on market terms. In 2007, for occupying the
20th floor of the Company’s-Dallas office, SAMCO Capital Markets made payments totaling $331,224 in rental
expense to the landlord of that property. For occupying half of the 17th floor in the Company’s New York office,
SAMCO Capital Markets made payments totaling $482,769 to the landlord of that property.

Pursuant to a master agreement the Company entered into with SAMCO-BD, the Company was afforded the
opportunity to market its clearing services to certain occupants on the 14th floor of SAMCO-BD’s 546 Fifth Avenue
in New York, NY rental space. In 2007, the Company paid $435,192 to SAMCO-BD in rental expenses for the
opportunity to provide these services. That agreement was terminated effective as of December 31, 2007. SAMCO
Capital Markets sublets space to the Company at 6805 Capital of Texas Highway, Suite 350, Austin, Texas, 78731
pursuant to a sublease agreement that the Company believes was entered into on market terms. In 2007, the
Company paid $113,711 to SAMCO Capital Markets for occupying office space in Austin.

NOTE 11 - EMPLOYEE BENEFIT PLAN
The Company sponsors a defined contribu.tion 401(k) employee benefit plan (the “PAIan”) that covers substantially all
employees. Under the Plan, the Company may make a discretionary contribution determined by the Board of

Directors. All employees are eligible to participate in the Plan, based on meeting certain age and term of
employment requirements. During 2007, the Company contributed $1,044,103 to the Plan.
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Penson Financial Services, Inc.
Notes to Financial Statements (continued)

NOTE 12 - COMMITMENTS AND CONTINGENCIES

The Company leases fumniture and equipment, office space and certain other furniture and equipment under
operating leases. For the year ended December 31, 2007, total rent expense was 3$7,160,547. -Minimum
noncancelable lease payments required under operating leases for the years subsequent to December 31, 2007, are as
follows:

Amount
20 e eeitee ettt ettt ee e et eeaa et e e ——e s e nar et e taateeteeetneeeeameseeesastseieeameesesneeeeisbeeteaneisneeersrnraines $ 1,705,869
BT 2 PPN 1,650,909
10 4 TS O PP UOU PO T PP TORPRORP 1,630,717
0 I S SRVt 1,610,455
20 L et er e et e e Ty e A na A __teemtteeesseeaasteeeeeessmeeesisimeeertteteiassateeeiansenenirrranees 1,609,764
TRETEATIET ..vvvioeisee e eceeee et e et e eet et eeereree e reneeeserermeeeeaeeeserenseatetse st araarasaesressansb s snentrs S 5,634,174

TOTAL et e e e e e et e e e e eae Aot e ek Areietaeibiabreesbaeearnseeannrereearnreraten $ 13,841,888

The Company is named in various legal matters arising in the ordinary course of business. Management-does not
believe the resolutions of these matters will have a material impact on the Company's financial condition.

NOTE 13- GUARANTEES

FASB Interpretation No. 45 (“FIN 45, Guarantor’s Accouniing and Disclosure Reguirements for Guaraniees,
Including Indirect Guarantees of Indebtedness of Others, requires the Company to disclose information about its
obligations under certain guarantee arrangements. FIN 45 defines guarantees as contracts and indemnification
agreements that contingently require a guarantor to make payments for the guaranteed party based on changes in an
underlying (such as an interest or foreign exchange rate, security or commodity price, an index or the occurrence or
non-occurrence of a specified event) related to an asset, liability, or equity security of a gnaranteed party. FIN 45
also defines guarantees as contracts that contingently require the guarantor to make payments to the guaranteed
party based on another entity’s failure to perform under an agreement as well as indirect guarantees of the
indebtedness of others.

Exchange member guarantees

The Company is a member of various exchanges that trade and clear securities. Associated with its membership, the
Company may be required to pay a proportionate share of the financial obligations of another member who may
default on its obligations to the organization. While the rules governing different exchange memberships vary, in
general the Company’s guarantee obligations would arise only if the organization had previously exhausted its
resources. In addition, any such guarantee obligation would be apportioned among the other non-defaulting
members of the organization. Any potential contingent liability under these membership agreements cannot be
estimaied. The Company has not recorded any contingent liability in the financial statements for these agreements
and believes thal any potential requirement to make payments under these agreements is remote.

NOTE 14 - NET CAPITAL REQUIREMENTS
The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC Rule 15¢3-1),

which requires the maintenance of minimum net capital. The Company has elected to use the alternative method,
permitted by Rule 15¢3-1, which requires that the Company maintain minimum net capital, as defined, equal to the
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Notes to Financial Statements (continued)

greater of $250,000 or 2% of aggregate debit balances, as defined in the SEC's Reserve Requirement Rule (Rule
15¢3-3). At December 31, 2007, the Company had net capital of $106,745,813 and was $83,763,605 in excess of its
required net capital of $22,982.208.
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Penson . Financial Services, Inc.
Schedule I —Computation of Net Capital Under Rule 15¢3-1 of the Securities and Exchange Commission
December 31, 2007

Net Capital: ) .
Total StocKhOIAE'S BQUILY wvvvvierseeieceei ittt st $ 172,022,635

Deductions and/or charges:
Nonallowable assets:
Partly secured and unsecured CUSIOMET BCCOUNLS .......ovvviintiecssirssensrresssisssssen s 3,379,670
Receivables frOT MOTI-CLSIOMIETS .oouveeeieesieeesiesrrasrsresssessresaesasessstsssesssassreersimnnesasssssssesenserntbnsasine 735,301
Securities owned not readily marketable ... 342,222
Property and €qUIPMENT, MEL.......oivmiereeiri et enbss st e s b 7,738,522
Receivable from parent 22,682,401
Other assets .. . 8,798,841
Additional charves for customers and non-customers secunry accounts 191,245
Other deductions and/or charges .. 10,908.620

Total deductions ANA/Or CRAFZES ... v e e bbb e s s s 54.776.822
Net capital before haircuts on securities positions (tentative net Capital) ..., 117.245,813

Haircuts on securities:
Stocks and warrants.. 9,625,000
U.S. and Canadian oovemmem obhgatlons 325,000
Certificates OF AEPOSIL e et et s 250,000

TOtA] RAITCUES Ol S I IS vt ereeeeeeeeeeseerereaeeesiestaassassabessrraseassenenneeennessmeeebesasatns s nsbr e nnsnrvrnaanssaneases 10,500,000

INEE CAPITAL .. eevoveverememcammseises s s cssra s s oAb 2k h bR £ 106,745,813

Computation of Alternative Net Capital Requirement:
Minimum dollar net capital requirement of reporting broker-dealer ..o, §__ 250000

2% of aggregate debit items as shown in formula for reserve requirements

pursuant to Rule 15¢3-3............. v § 22982208
Net capital requirement (greater of above two minimum reqmrement amounts) § 22982208

EXCESS NEL CAPTLAL.....cvieierirraieecteeereres e e ot es bbb e $ 83,763,605

Net capital in excess of 5% of combined aggregate debit HEMS ...oveeceeiriciicii 290,293

Statement Pursuant to Rule 17a-5(d)(4)

A reconciliation of the Company’s computation of net capital as reported was not prepared as there are no material
. differences between the Company’s computation of net capital included in its unaudited Form X-17A-5 Part Il and the
computation contained herein.
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] Penson Financial Services, Inc,
Schedule I1 - Computation for Determination of Reserve Requirements Under Rule 15¢3-3
of the Securities and Exchange Commission

December 31, 2007
Credit Balances: .
Free credit balances and other credit balances in customers’ security accounts.............. e $1,842,524,528
Monies borrowed collateralized by securities carried for the accounts of customers .................... £ 96,000,000
Monies payable against customers’ securities loaned ... e 313,431,283

Customers’ securities failed to receive (including credit balances in

CONUNUOUS NET SETIEMENT ACCOUNLEY 1o trvreeeeeeeeeieeee e e ere s e ee e mes s cocbcab e s b st bt sms s smarin 124,284,367
Credit balances in firm accounts that are attributable to principal sales to customers................. 45,965,976
Market value of short securities and credits in all suspense accounts over 30 calendar days........ 1,379,993

Market value of securities that are in transfer in excess of 40 calendar
days and have not been confirmed to be in transfer by the transfer

AGENE OT hE ISSUET .1.vetteeieeierteiirae ettt snr e sea e e e s em oo eb S s sk 3,503
TOUAL CIEAIL TEEITIS 1. iverirereevvervrecmeie st eeeeseetite st eeeebesbesese e sbesseneesmseas s s besanssaeRsasesaersensseenssrsmnorerransna s onsbmssassaen gg,g_] 23,591,450
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Penson Financial Services, Inc.
Schedule II - Computation for Determination of Reserve Requirements Under Rule 15¢3-3
of the Securities and Exchange Commission
December 31, 2007

Debit Balances: ‘
Debit balances in customers’ cash and margin accounts, excluding
unsecured accounts and accounts doubtful of collection, net of
deductions pursuant to Rule 13€3-3 o $737,556,211

Securities borrowed to effectuate short sales by customers and securities
borrowed to make delivery on customers’ securities failed to deliver............ons 256,125,495

Failed to deliver of customers’ securities not older than 30 calendar
days (including debit balances in continuous net settlement ACCOUNLSY .....oovivvrinrrinresririnneens 72,551,131

Margin required and on deposit with Options Clearing Corporation for

all option contracts written or purchased in customer BCCOUNES evvrvcrrresniorsesnsvessens 82.877.555
GFOSS AEDIS... ettt 1,149,110,392
LSS 3 PEICENT CHAIEE ©ooee oot s e s b bbb 34.473312
TOtaA) BBt HEIMNS 1.vviieeie ettt e s b ba bbb b aas st $1.114,637,080
Reserve computation in excess of total credits over total debit items........cocoooveivccic. 81,3 3

Reserve Requirement: ’
Amount held in special reserve account at December 31, 2007 ....ooiiiiiiiimsneie e $1.177,453,784

REQUIrEd AEPOSHE......ooiireieiceertrte ettt e s e bbb bbb § 151,500,586
Additional amount deposited in special reserve account at January 3, 2008...........occcvrveoieimee. 8 159,000,000

Statement Pursuant to Rule 17a-5(d)(4)

A reconciliation of the Company’s computation for determination of reserve requirement as reported was not
prepared as there are no material differences between the Company’s computation for determination of reserve
requirement included in its unaudited Form X-17A-5 Part 11 and the computation contained herein.
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Penson Financial Services, Inc.
Schedule I11 — Information Relating to Possession or Control Requirements Under Rule 15¢3-3
of the Securities and Exchange Commission
December 31, 2007

1) Customers fully paid and excess margin securities not in the
respondent’s possession or control as of the report date (for
which instructions to reduce possession or control had been
issued as of the report date but for which the required action
was not taken by respondent within the time frame specified
under Rule 15¢3-3}; $
A) Number of items : None

<

2) Customers’ fully paid securities and excess margin securities
for which instructions to reduce to possession or control had
not been issued as of the report date, excluding items arising
from “temporary lags which result from normal business
operations™ as permitted under Rule 15¢3-3): 3 0
B) Number of items None




I B D O BDO Seldman, LLP 700 N. Pearl, Suite 2000
Accountants and Consultants Dallas, Texas 75201-2867
D ee— Telephone: (214) 969-7007
. Fax: (214) 953-0722

Independent Registered Public Accounting Firm’s Report on Internal Control
Required by Securities and Exchange Commission Rule 17a-5

Stockholder and Board of Directors
Penson Financial Services, Inc.
Dallas, Texas

In planning and performing our audit of the financial statements of Penson Financial Services, Inc. (the
Company) for the year ended December 31, 2007, in accordance with auditing standards generally accepted
in the United States of America, we considered the Company’s internal control over financial reporting
(internal control) as a basis for designing our auditing procedures for the purpose of expressing our opinion
on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control. Accordingly, we do not express an opinion on the effectiveness of the
Company’s internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Company, including consideration of control activities
for safeguarding securities. This study included tests of compliance with such practices and procedures that
we considered relevant to the objectives stated in Rule 17a-5(g), in the foliowing:

(1) Making the periodic computations of aggregate debits and net capital under Rule 17a-3(a}(11) and
the reserve required by Rule 15¢3-3(¢)

(2) Making the quarterly sccurities examinations, counts, verifications and comparisons, and the
recordation of differences required by Rule 17a-13

(3) Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System

(4) Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and
judgments by management are required to assess the expected benefits and related costs of controls, and of
the practices and procedures referred to in the preceding paragraph, and to assess whether those practices and
procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the objectives of
internal control and the practices and procedures are to provide management with reasonable but not absolute
assurance that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition, and that transactions are executed in accordance with management's
authorization and recorded properly to permit the preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.
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BDQO Seidman, LLP
A Accountants and Consultants

Because of inherent limitations in internal control and the practices and procedures referred to above, error or
fraud may occur and not be detected, Also, projection of any evaluation of them to future periods is subject to
the risk that they may become inadequate because of changes in conditions or that the effectiveness of their
design and operation may deteriorate.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
over financial reporting that is less severe than a material weakness, yet important enough to merit attention
by those responsible for oversight of the company’s financial reporting.

A material weakness is a deficiency, or combination of deficiencies, in internal control over financial
reporting, such that there is a reasonable possibility that a material misstatement of the company’s annual or
interim financial statements will not be prevented or detected on a timely basis.

Our consideration of internal control was for the limited purpose described in the first and second paragraphs
and would not necessarily identify all deficiencies in internal control that might be material weaknesses. We
did not identify any deficiencies in internal control and control activities for safeguarding securities that we
consider to be material weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all materia! respects indicate a material inadequacy for such purposes. Based
on this understanding and our study, we believe that the Company's practices and procedures, as described in
the second paragraph of this report, were adequate at December 31, 2007, to meet the SEC's objectives.

This report is intended solely for the information use of the Board of Directors, management, the SEC, the
Financial Industry Regulatory Authority, Inc. (formally the National Association of Securities Dealers, Inc.),
and other regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of 1934 in their

regulation of registered brokers and dealers, and is not intended to be and should not be used by anyone other
than these specified parties.

B0 sdsidw, LLS

Dallas, Texas
February 25, 2008
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